
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
* * * * * 
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I n  t h e  Matter of: 

THE APPLICATION OF DORTON SEWAGE 1 
SYSTEMS, FOR AN ADJUSTMENT OF ITS  ) 

RATE ADJUSTMENT PROCEDURE FOR SMALL ) 
RATE PURSUANT TO THE ALTERNATIVE ) CASE NO. 8925 

UTILITIES 1 

O R D E R  

On October 26,  1983, D o r t o n  Sewage Systems ( 'Dor ton" )  f i l e d  

i ts a p p l i c a t i o n  w i t h  t h i s  Commission t o  i n c r e a s e  i ts  rate p u r s u a n t  

t o  807 KAR 5:076, A l t e r n a t i v e  Rate Adjustment P r o c e d u r e  €or Small 

U t i l i t i e s  ( m A R F m ) .  The proposed rate  w o u l d  produce a d d i t i o n a l  

r e v e n u e  of $22,461, an increase of 1 0 1  p e r c e n t .  However, based o n  

n o r m a l i z e d  test  year r e v e n u e  t h e  a c t u a l  increase requested w o u l d  

be $20,699, an i n c r e a s e  of 94  p e r c e n t .  Based on  t h e  d e t e r m i n a t i o n  

h e r e i n  B r t o n  h a s  b e e n  granted an i n c r e a s e  in r e v e n u e  of $4 ,145  

a n n u a l l y ,  an  i n c r e a s e  of 17 p e r c e n t .  

On April 2, 1984, the Commission d e t e r m i n e d  that D a r t o n  had 

not c o m p l i e d  w i t h  t h e  n o t i c e  p r o v i e i o n  of t h e  ARF procedure and a 

letter was i s s u e d  I n f o r m i n g  m r t o n  to g i v e  n o t i c e  a c c o r d i n g l y .  As 

Dor ton  still had not c o m p l i e d ,  a s e c o n d  l e t te r  w a s  i s s u e d  Hay 11, 

1984. On Way 14, 1984, Dor ton  filed proof t h a t  i t  had complied 

w i t h  t h e  n o t i c e  p r o v i s i o n .  



Under t h e  ARF p r o c e d u r e ,  a h e a r i n g  may be c o n d u c t e d  a t  the 

request of any party. On June 7 /  1 9 8 4 /  t h e  E l y s i a n  F i e l d s  H o m e -  

owners f i l e d  a m o t i o n  to i n t e rvene  in t h e  p r o c e e d i n g s  and  r e q u e s t -  

ed that a hearing be s c h e d u l e d .  A h e a r i n g  w a s  h e l d  July lo, 1984, 

a t  the o f f i c e s  of the Commission. T h e r e  were no other I n t e r v e n o r s  

i n  t h i s  p r o c e e d i n g .  

COMMENTARY 

Wrton is a privately-owned sewage treatment system organ- 

ized and existing under the laws of the Commonwealth of Kentucky ,  

and  s e r v i n g  a p p r o x i m a t e l y  177 customers i n  J e f f e r s o n  County .  

TEST PERIOD 

The Commission has adopted t h e  12-month p e r i o d  e n d i n g  

December 318 1982, as t h e  test period for d e t e r m i n i n g  the r e a s o n -  

a b l e n e s s  of t h e  proposed r a t e s .  I n  u t i l i z i n g  t h e  h i s t o r i c a l  test 

period, the Commission has given full consideration to known and  

m e a s u r a b l e  c h a n g e s  found  r e a s o n a b l e .  

REVENUES AND EXPENSES 

Dorton proposed a e v e r a l  a d j u s t m e n t s  to  r e v e n u e s  and 

expenses in its application. The Commission is of the o p i n i o n  

t h a t  t h e  proposed a d j u s t m e n t s  are g e n e r a l l y  proper and acceptable 

for r a t e - m a k i n g  p u r p o s e s  with the following modifications: 

O p e r a t i n g  Revenues 

The actual  o p e r a t i n g  s t a t e m e n t  of Dor ton  f o r  t h e  tes t  

period reflected operating revenue of $22,163.  In r e s p o n s e  to 

I t e m  No. 14  of t h e  Commiss ion ' s  i n f o r m a t i o n  request da t ed  

March 21, 1984, Dorton s ta ted  t h a t  t h e  test-period O p e r a t i n g  
r e v e n u e s  h a v e  been  reported n e t  of t h e  L o u i s v i l l e  Water Company 
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c o l l e c t i o n  c h a r g e .  Therefore, t h e  Commission h a s  i n c r e a s e d  Dor- 

t o n ' s  o p e r a t i n g  r e v e n u e  by $1,732 to  ref lect  t h e  normalized gross 

a n n u a l  r e v e n u e  b a s e d  o n  t h e  number of c u s t o m e r s  a t  tes t  yea r -end .  

Electric Expense  

D o r t o n  r e p o r t e d  ac tua l  t e s t - p e r i o d  e lec t r ic  expense of 

$7 ,732 .  I n  o r d e r  to  a s s e s s  t h e  a c c u r a c y  of t h e  r e p o r t e d  l e v e l  of 

expense, as w e l l  as t o  d e t e r m i n e  t h e  a d j u s t e d  e lectr ic  e x p e n s e ?  

t h e  Commission r e q u e s t e d  and  Dor ton  s u p p l i e d  a s c h e d u l e  of its 

electric usage from L o u i s v i l l e  G a s  and E lec t r ic  Company ( " L G t i E " ) .  

The s c h e d u l e  s u p p l i e d  c o n t a i n e d  usage f o r  c u t - o f f  dates d i f f e r i n g  

from t h o s e  a s s o c i a t e d  w i t h  DOrton's a c t u a l  test-period e lectr ic  

e x p e n s e  of $ 7 ? 4 8 7 .  

Dor ton  proposed a n  a d j u s t m e n t  to  i n c r e a s e  i ts electr ic  

e x p e n s e  b y  $ 7 7 3  based upon a n  e s t i m a t e d  1 0  p e r c e n t  I n c r e a s e .  The 

Commission h a s  a well e s t a b l i s h e d  p o l i c y  of a l l o w i n g  o n l y  those 

c h a n g e s  which are known and  measurable i n  d e t e r m i n i n g  a u t i l i t y ' s  

pro forma l e v e l  of e x p e n s e .  P roposed  a d j u s t m e n t s  t h u s  m u s t  be 

accompanied  by d o c u m e n t a t i o n  s u f f i c i e n t  i n  d e t a i l  to show t h e  

de t e rmina t ion  o f  t h e  d o l l a r  amount of the c h a n g e .  Examples  of 

s u c h  d o c u m e n t a t i o n  could be: n o t i c e  of price c h a n g e s  r e c e i v e d  

€ram e u p p l i e t s ,  coplee of i n v o l c e m ,  board r e a o l u t l o n e  r e g a r d i n g  

w a g e  i n c r e a s e s ,  etc. The Commission f i n d s  t h a t  D o r t o n ' s  p r o p o s e d  

e lectr ic  a d j u s t m e n t  is n e i t h e r  known n o r  measurable and h a s  

disallowed I t  h e r e i n .  

The Commission h a s ,  however ,  a d j u s t e d  test-year e lectr ic  

e x p e n s e  t o  reflect t h e  rates in effect f r o m  LG&E as of March lr 
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1983. In determining  t h e  pro 

sion has a p p l i e d  LG&E's rates 

forma e lec t r ic  expense the  Commis- 

t o  t h e  ac tua l  KWH u s e d  by Dorton 

d u r i n g  t h e  test  year. This r e s u l t s  i n  a d j u s t e d  e lec t r ic  e x p e n s e  

of $8,049. 

Repai rs ,  S u p p l i e s  and  Water Expense  

Dor ton  proposed pro forma a d j u s t m e n t s  t o  its repairs, sup- 

p l i e s  a n d  water expense a c c o u n t s .  I n  e a c h  i n s t a n c e  t h e  a d j u s t m e n t  

was b a s e d  upon Dorton9s estimate of t h e  f u t u r e  expense t o  be i n -  

c u r r e d  i n  e a c h  a c c o u n t .  

The Commission i n  a t t e m p t i n g  t o  e v a l u a t e  the proposed level 

of e x p e n s e  r e q u e s t e d  v a r i o u s  i t e m s  of d o c u m e n t a t i o n  of a c t u a l  tes t  

y e a r  costs i n  these a c c o u n t s  i n c l u d i n g  copies of i n v o i c e s ,  s c h e d -  

u l e s  of u s a g e ,  copies of b i l l s ,  etc. Due t o  a d i s p u t e  b e t w e e n  Mr. 

Gene D o r t o n ,  p r e s i d e n t  of D o t t o n ,  a n d  A n d r i o t - D a v i d s o n  S e r v i c e  

Company, InC. 8 ( 'Andr io t -Davidson ' )  t h e  firm e n g a g e d  to m a i n t a i n  

t h e  books and records for t h e  t e s t  p e r i o d ,  D o r t o n  was unable to 

supply  a n y  of t h e  requested i n f o r m a t i o n .  

Since n o  d o c u m e n t a t i o n  of a c t u a l  tes t  y e a r  costs was pro- 

vided by DOrton,  t h e  Commission f i n d s  t h a t  t h e  a d j u s t e d  l e v e l  of 

e x p e n s e  is p u r e l y  an estimate which  is s p e c u l a t i v e  i n  n a t u r e  a n d  

does n o t  r e a s o n a b l y  project  t h e  level of e x p e n s e  t h a t  may be fn- 

c u r r e d  i n  t h e  f u t u r e .  The  Commission f i n d s  that t h e  p r o p o s e d  

a d j u s t m e n t s  are n o t  s u f f i c i e n t l y  known a n d  m e a s u r a b l e  a n d  h a s  

disallowed them i n  accordance with i ts  previous policy. 

Agency C o l l e c t i o n  Fee  -- 
A s  m e n t i o n e d  i n  a p r e v i o u s  a d j u s t m e n t  Dorton has reported 

its o p e r a t i n g  r e v e n u e s  n e t  of t h e  I n u i s v i l i e  Water Company 
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c o l l e c t i o n  c h a r g e .  The re fo re ,  i n  order t o  properly report 

mrton's revenues and e x p e n s e s  t h e  r e v e n u e s  of Dor ton  should be 

reported gross, prior t o  a n y  d e d u c t i o n s ,  and  the a g e n c y  c o l l e c t i o n  

fee s h o u l d  be reported as an operating expense i n  Accoun t  903-A. 

The Commission h a s  computed  Dorton's pro forma c o l l e c t i o n  e x p e n s e  

based upon t h e  

sewer a n d  water 

T h i s  r e s u l t s  in 

rate allowed h e r e i n  as a percentage of the t o t a l  

b i l l  m u l t i p l i e d  by t h e  c o l l e c t i o n  charge per b i l l .  

a d j u s t e d  c o l l e c t i o n  e x p e n s e  of $1,125. 

Management Fee 

D o r t o n  h a s  proposed an a d j u s t m e n t  to  i n c r e a s e  its manage- 

ment  fee b y  $3,068 t o  $8,400 a n n u a l l y .  The proposed a d j u s t m e n t  is 

due to a new management c o n t r a c t  D o r t o n  h a s  e n t e r e d  i n t o .  Under  

t h e  t e r m s  of t h e  c o n t r a c t  Mr. D o r t o n  will provide all r o u t i n e  

m a i n t e n a n c e  as w e l l  as management  s e r v i c e s  for a m o n t h l y  fee of 

$700 .  Dur ing  t h e  test  year, Darton paid a n  a v e r a g e  of $ 4 4 4  per 

month t o  A n d r i o t - D a v i d s o n  for management  s e r v i c e s  and l i g h t  

m a i n t e n a n c e .  

The Commission f i n d s  t h a t  as Mr. D o r t o n  w i l l  provide b o t h  

management and routine m a i n t e n a n c e  services for the purpoee of 

d e t e r m i n i n g  a r e a s o n a b l e  fee t o  be allowed for the p e r f o r m a n c e  of 

thaw? crorvicou the managomant 8nd  r o u t i n e  m a i n t e n a n c e  f u n c t i o n s  

s h o u l d  be c o n s i d e r e d  separately.  I n  d e t e r m i n i n g  t h e  fee to  be 

allowed for management s e r v i c e s  t h e  Commission has reviewed the 

d u t i e s  a n d  r e s p o n s i b i l i t i e s  of Mr. Dor ton  and  h a s  f o u n d  them to be 

s imi la r  to  the d u t i e s  performed by t h e  o w n e r / o p e r a t o r  of s i m i l a r l y  

sized u t i l i t i e s  who receive fees of a p p r o x i m a t e l y  $150 per month 
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or $1,800 annually. Therefore, the Commission will allow an 

expense of $1,800 annually for management services. 

The Commission has also reviewed the routine maintenance 

service fees paid by utilities similar in size to Dorton as well 

as the specific duties and responsibilities set out in the con- 

tract. In this instance the Commission finds that a monthly fee 

of $350 is reasonable for the duties to be performed on a utility 

of this size and has therefore granted an annual fee of $4,200 for 

routine maintenance. This results in a combined expense for man- 

agement services and routine maintenance of $500 monthly or $6,000 

annually. 

Rate Case Expense 

Dorton has proposed an adjustment to include in full the 

$2,100 anticipated expense to apply for t h i s  rate increase, filed 

under the ARF procedure. 

The ARF procedure was established as a simplified and less 

expensive method in which small utilities could file for rate 

adjustments. The Commission is of the opinion that t h e  expenses 

associated with rate adjustment applications filed under this pro- 

cedure should be limited to a maximum of $1,000, to be amortized 

over B period of 3 yeate,  unless justification for additional cost 

has been provided. The Commission has reviewed t h e  application 

and record in this matter, and has concluded that the data re- 

quested in this case does not exceed that normally required in an 

ARF proceeding. Moreover, Mr. mrton's testimony reflects that 

any additional expenses associated with the hearing were of an 

inconsequential amount. Therefore, an adjustment has been made to 
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i n c r e a s e  test-period o p e r a t i n g  e x p e n s e s  i n  t h e  amoun t  of $333 to 

reflect  o n e - t h i r d  of t h e  allowable rate case e x p e n s e  of $1,000. 

Tax Expense 

D o r t o n  has reported a tes t  p e r i o d  e x p e n s e  of $1,159 for t h e  

i n s p e c t i o n  f e e  of t h e  L o u i s v i l l e  D e p a r t m e n t  of P u b l i c  H e a l t h .  

D a r t o n  reports an expense of $400  for 1981 while n o  e x p e n s e  is 

reported for 1979 and 1980.  

The i n s p e c t i o n  fee of t h e  L o u i s v i l l e  D e p a r t m e n t  of P u b l i c  

H e a l t h  is a n  a n n u a l  fee and  h a s  b e e n  f i x e d  a t  $400 for several 

years. The fact  t h a t  n o  e x p e n s e  is reported for 1979 and 1980 

indicates t h a t  i n  1982 Dorton p a i d  d e l i n q u e n t  fees of prior years 

i n  a d d i t i o n  t o  the i n s p e c t i o n  f e e  for 1982. Therefore, t h e  Com- 

m i s s i o n  has removed $759 from t h i s  a c c o u n t  and i n c l u d e d  only the 

$400 a n n u a l  fee r e l a t e d  to t h e  i n s p e c t i o n  for t h e  tes t  p e r i o d .  

The Commission f i n d s  t h a t  D O r t o n ' s  a d j u s t e d  test period 

operations are as follows: 

A c t u a l  Pro Forma Ad j us ted 
T e s t  P e r i o d  A d j u s t m e n t s  T e s t  Period 

O p e r a t i n g  Revenue $ 22,133 $ 1,762 $ 23 ,895  
O p e r a t i n g  Expense  22,917 
Operating Income $ <784> 

1,785 
$ <23> 

24,702 
$ <807> 

O t h e r  Income 30 -0- 30 
N e t  Income $ <754> 5 <23> $ < 7 m  - 

REVENUE R E E R L M E N T G  
-u---- 

The ra te  p r o p o s e d  by Dor ton  was d e s i g n e d  to produce a n  

o p e r a t i n g  p r o f i t  of 29 percent. D o r t o n  s t a t e d  t h a t  t h e  r e q u e s t e d  

profit was n e c e s s a r y  in par t  i n  o r d e r  t o  recoup losses experienced 

i n  prior y e a r s .  To g r a n t  a u t i l i t y  a rate designed to recoup 
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prior losses would constitute retroactive rate-making whereby 

current customers would be forced to pay operating expenses of 

prior years that are not associated with the cost to serve them 

for the current period. Therefore, the Commission has disallowed 

mrton's requested profit l e v e l  herein. 

The Commission finds that an operating ratio' of 88 percent 

will allow Ikrton to pay its operating expenses and provide 81 

reasonable return to its owners. Therefore, the Cornmission finds 

that Dorton is entitled to increase its rate to produce total 

annual revenue of $28,040 which will require an increase of $4,145 

annually. 

OTHER I S S U E S  

The Commission in processing all cases presented to it 

attempts to evaluate the issues of each particular case and render 

its decision in a timely manner. However, in this case the Com- 

mission has been prohibited from doing so by two separate defi- 

ciencies in this filing. T h e s e  d e f  ieiencies include the inade- 

quate condition of the annual reports and the l a c k  of supporting 

documentation for the test period, and must be rectified by Dorton 

before the Commission will process any further rate requests of 

this utility. 

The A R F  procedure clearly states that the Commission will 

make its decision on the basis of the information contained in the 

annual report of the applicant for the immediate past year and the 

Operating Ratio OJerating Expenses Gross Revenue 
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2 prior years. I t  also states t h a t  t h e  ARF p r o c e d u r e  a s s u m e s  t h a t  

t h e  a p p l i c a n t  h a s  on f i l e  w i t h  t h e  Commission f u l l y  completed 

a n n u a l  reports. I n  t h i s  case D o t t o n ' s  a n n u a l  report8 were 

d e f i c i e n t  i n  t h a t  s u p p o r t i n g  s c h e d u l e s  had  b e e n  l e f t  b l a n k ,  

s t a t i s t i c a l  i n f o r m a t i o n  had b e e n  o m i t t e d ,  and revenues a n d  

e x p e n s e s  had not b e e n  b r o k e n  down i n  s u f f i c i e n t  d e t a i l .  I t  was 

t h e r e f o r e  necessary f o r  t h e  Commission to r e c t i f y  t h e s e  problems 

before t h i s  case c o u l d  be processed. The  Commission places D o r t o n  

o n  n o t i c e  t h a t  t h e s e  d e f i c i e n c i e s  m u s t  be e l i m i n a t e d  from all 

a n n u a l  reports filed w i t h  the Commiss ion  in the f u t u r e .  

The second problem faced i n  t h i s  case was t h e  almost corn- 

plete l ack  of records and d o c u m e n t a t i o n  for t h e  t e s t  period. As 

was m e n t i o n e d  earlier i n  t h i s  Order t h e  books and  records of Dor- 

t o n  were k e p t  by a n o t h e r  f i r m  d u r i n g  t h e  t e s t  period. Due to  a 

d i s p u t e  b e t w e e n  Mr. D o r t o n  a n d  t h i s  f i r m ,  t h e  company has r e f u s e d  

to t u r n  ove r  to m r t o n  the books and records of t h e  test  period. 

T h e r e f o r e ,  D o r t o n  was f o r c e d  t o  r e q u e s t  e x t e n s i v e  delays i n  t h i s  

Case w h i l e  i t  attempted to obtain f rom o t h e r  s o u r c e s  t h e  n e e d e d  

data  to  respond to Commission i n f o r m a t i o n  r e q u e s t s .  T h i s  s i t u a -  

t i o n ,  completely beyond t h e  c o n t r o l  of t h i s  Commiseion, has 

s e v e r e l y  delayed a n d  hampered t h e  p r o c e s a i n g  of t h i o  case. 

The Comrnilssion e x p e c t s  t h e  managemen t  of Dorton i n  perform- 

i n g  its d u t i e s  and  r e s p o n s i b i l i t i e s  to  t a k e  t h e  n e c e s s a r y  steps to  

a l lev ia te  these problems i n  t h e  f u t u r e .  As m e n t i o n e d  ea r l i e r  t h e  

Commission w i l l  be u n a b l e  to  process a n y  f u r t h e r  r a t e  r e q u e s t s  

filed under the ARF by Dorton unless these  problems are rectified.  
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SUMMARY 

The Commission, after consideration of the evidence of 

record and b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  and f i n d s  t h a t :  

1. The rate i n  Appendix A w i l l  produce gross annual  oper- 

a t i n g  revenue of $ 2 8 , 0 4 0  and is t h e  f a i r ,  just and reasonable rete 

to be charged in t h a t  it w i l l  allow Dor ton  to pay its o p e r a t i n g  

e x p e n s e s  and provide a r e a s o n a b l e  s u r p l u s  for e q u i t y  growth .  

2. The rate proposed by Dorton should be denied. 

IT IS THEREFORE ORDERED that  the rate proposed by Dorton be 

and i t  hereby is denied. 

IT IS FURTHER ORDERED t h a t  t h e  rate i n  Appendix A be and i t  

hereby  is approved for service rendered by Dorton on and after  the 

date of this O r d e r .  

I T  IS FURTHER ORDERED t h a t  w i t h i n  30 days of the  date of 

this Order Dorton s h a l l  f i l e  t h e  revised tar i f f  s h e e t s  setting 

forth the rate approved herein. 

Done a t  F r a n k f o r t ,  Kentucky, this 6th day of August,  1984. 

PUBLIC SERVICE COMMISSION 

ATTEST L 

secretary 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION IN CASE NO. 8925 DATED 8 / 6 / 8 4  

The following rate is prescribed for customers 

receiving sewage service from Dorton Sewage Systems. All 

o t h e r  r a t e s  and charges not specifically mentioned here in  

shall remain the same as those in effect under authority of 

the Commission prior to the effective date of this Order. 

CUSTOMER.'CL.ASS 

Resident la1 

M N T ~ L Y  'RATE 

$13.21 per month 


